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MONTHLY FORECAST OF 

GENERAL BUSINESS CONDITIONS 

February 2$, 1920 



THE continued decline of speculation in securities, 
of security prices, and of central bank reserves, 
together with the increase of rates on commercial paper, 
indicate that we are now in that phase of the business 
cycle characterized by financial strain, liquidation of 
securities, and a check to the upward movement of 
commodity prices and business activity. 

Our Index of General Business Conditions and sup- 
plementary economic analysis lead us to the conclusion 



marked decrease in our excess of exports is one of the 
probabilities, however, and certain industries, such as 
those dealing in luxuries, those selling to the European 
market, and those competing in the home market 
against foreign producers, may be severely affected. 

Two disturbing developments which have been in 
progress since the opening of the year may lead to seri- 
ous difficulties. One is the sensational rise of commodity 
prices amounting to 4 per cent in the single month of 
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INDEX CHART 1918-20. Group A — Speculation. Group B — Business. Group C — Banking. 



that the liquidation which began in security markets 
last November will be followed by a recession of com- 
modity prices and a decrease of business activity. 
Continued depression in security markets accompanied 
by liquidation in commodity markets, which will con- 
tinue until the financial strain is relieved, is our forecast 
of the probable developments of the next four or six 
months. 

It does not now appear probable that the liquidation 
in commodity markets will lead to panic. Price reces- 
sions in iron, steel, and other commodities, would un- 
doubtedly uncover a considerable domestic demand 
from public utilities. Other industries, such as those 
handling building materials and petroleum, also appear 
to be in a relatively strong position and such price re- 
cessions in their products as occur may be small. A 



January. The other is the persistent decline of reserves 
of the combined federal reserve banks in a season 
when reserves normally increase, a decline which is due 
in some measure to continued gold export from the 
United States. These developments make a readjust- 
ment in business appear more probable than it seemed 
a month ago; and, if they continue, will increase 
greatly the severity of such readjustment. 

I. THE INDEX 

Speculation 

In January our forecaster, curve A, decreased for 
the third consecutive month. All three series of the 
speculative group, New York bank clearings, the vol- 
ume of sales on the New York Stock Exchange, the 



